By OBIEG. WHICHARD

r  This arltole prosents deda on the U8,
direct investment position olroad,
) eguity and énfercompany oeoound out-
» flonps, ond refnoested earnings of dncar-
porated forelgn offlinies for I950-70.
The dats for 1860-06 have been reag-
v gregated from previously published
. daia into formals as simidar o8 posrible
to those wsed in the SoRYEY OP CURRENT
- Buommwess for 1088 jorwerd, I'n tables

7, 8, and 8, the 3 dteme are thewn for 6

areas (exctuding sublolals), 5 of which
# are cross-clossified by & indusirics. In
_ the nemr future, tadles showing these 3

ftems and, in oddition, nceme; earn-
S ings; and tnderest, dividends, and earn.

tngs of unincorporated aftficies for 48

coundries or greas ang 6 indwsirier wilk
- e availadle upon request.

.E? DURING 108079, the TI.E. direet in-
" wegiment position abrosd expanded
+ greatly and underwent markad changes
in its compasition by area nnd industey.
Alsp, the relative sizes of tha different
s camponents of change in the position
varied significontly. The major develop-
' ments, which are reviewed and inter-
4 proted in this article, wers:
* Al yeavend 1950, the U.S. direct in-
vettment position ebroad was $11.8
+  billion, From 1050 to 1979, the posi-
tion grew at an averape annuol rate
of 10.1 percent and, by yearend 19079,
»+  had reached $1%2.8 billion, Growth
tended to be most rapid in the carly-
to-mid fitties, and to ba slowest in the
¥ late fifties and early sixtiea.
. % OF the two generally letgest compo-
nents of change in the position—equi-
ty and intercompany account ontflows
. and reipvested emrnings of incorpo-
rated foreign affiliates—reinvested
earnings was genernlly the larger
;  “omponent at the beginning and end

r

>

Trends in the US. Direct Investment
Position Abroad, 1950-79

of the period; equity and intercom-

peny account outfows were lerger

during the middls of the peried.

* A yvearand 1850, the shares of the
position nccounted for by affiliates in
developed and developing countries
were about the anme—=8 and 49 per-
cent, respectively. (“Imternationnl
and unaflocated” accounted for the
remtninder.) By yearend 1979, the
shere of devaloped countries had in-
crensod to T2 percent, while that of
developing couniries had declined to
24 parcent. Buropesn affiliates largely
geconnted for the ineransa in the shere
of devcloped countries, whila Latin
American affilintes Jargely sceounted
for the decline in the share of dewval-
oping countries,

s At yenrend 1950, 23 percent of the
position was in petrolenm, 32 percent
in manufasturing, and 3% parcent in
“other” industries. Largely during
the sixties ond 2arly seventies, in-
vestments in manufacturing ross mig-
nificantly refative to thoss in petro-
lenm. At yearend 1878, 22 percent of
the position was in petrofeum, 42 per-
cent in manudacturing, and 25 per-
cent in “othar” indunatries,

The position is the net boolt value of
.8, direet investors? equity in, and out-
standing loans to, their foreign affili-
otes, It ia sometimes confosed with, and
accordingly shonld be distingmished
from, total nssets of the affilintes them-
selves, which are the sum of total own-
ers’ equity held by, ond total linkilities
owed to, both TL3. direct investors and
nll other parsong,}

The change in the position in & given
year congiets of thres components: {1}

1. Dniw an total afMlisce ooarts are eollected In

BCA's bonchonark sorveys ¢f TLE. dlrect loveal-
ment abrand,

equity and intercompany account out-
flows, {2) reinvested earnings of incor-
porsted foreipn affiliates, and (3) velua-
tion adjustments. Equity and intercom-
pany account outflows nre the net in-
creage in .S, parents’ eapital stock (in-
cluding additional paid-in-capital} im,
and intercompany account Talances
witl, incorporated foreign affilintes,
plos the net increase in TLS. parents’
claims on the net assets of nnincor-
porated foreign afliates. Reinvestad
exrnings arve 1.8, parents’ shares in the
earnings of incorporated foreign af-
filiates {net of foreign incoms taxes),
less geoss dividends to TLE. parents
from these affilintes. Valaation adjust-
ments are all changes in the position nob
arising from the other twe components.
Tha sumn of equity and intercompany
account ontflows and reinvested earn-
ings is equal to capital outflows for
11.8. direct investment abroad recorded
in the 10.8. international transactions
aceounta,

Dutn an the position are collectad for
the universe of foreigm affiliates in
censuses, or henchmark surveys, of di-
rect investment. Benchmark sarveys
were conducted in L850, 1957, and 1966.7
{A survey covering 177 i2 in the final
stagea of processing.) For nonbench-
mark years, sample data are collected,
oand are linked to the univarse data col-
lected in the most recent benchmark
sorvey. As o reamlt of this linking (or
benchmarldng} process, ths universe

2. BRegults of theee snrveys work published Iu TR,
Enpartment of Commerce, Ofce of HuHbel Feo-
namlca, Direed Frireie Forelgn Fateetmenls of the
Fulted Heatsy: Densur of 13960 (Washingion, D2 :
.8, Gevernment rinting Sfca, 1838} ; idem, .4,
Businoxrs I'noeateied b 40 Fortighy Coundied {"Wish-
Ington, D: TLE, OGoveraeent Priolng Oiee
30007 ; U8 Doportmint of Commerse, Buresy af
Teononile Analyals, D8, Dirsot fnvckiment Abroad,
18086 Finul Dela (Waoshingtow, TG U8 dow-
eranent Proting Omes, nd.}.
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data for the benchmark year are extrap-
olated forward, based on the sample
data, to obtain universe estimates for
subsequent years,

For a benchmark year, estimates
made by linking sample data to the pre-
vious benchmark survey will generally
differ from data collected in the new
one, because movements in the sample
data collected in that year. and in the
vears between the two benchmark sur-
veys, do not perfectly reflect movements
in the universe. The technical note at
the end of the article compares the
linked-sample and benchmark estimates
for 1957 and 1966; the note also dis-
cugses  comparability problems stem-
ming from changes in the definition of
dirveet investment, changes in the meth-
od of allocating the position by coun-
try and industry, and measurement of
the pogitiom in terms of historieal book
values.
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Overview

At yearend 1950, the 1.8, direct in-
vestment position abroad was $11.8 bil-
lion ; at yearend 1979, it was $192.6 hil-
lion (table 1 and chart 8). The average
annual growth rate was 10.1 percent,
with a high of 16 percent in 1956 and a
low of § percent in 1966. The 1966 fizure
reflected a downward revision made as
o result of benchmarking the data to
BEA's 1968 benchmark survey of U.S.
direct investment abroad, rather than
an actual deceleration of investment
activity ; in the absence of this revision,
the position would have increased
about 11 percent in 19668, The second
slowest growth year was 1060, when the
position increased only T percent, pri-
marily because expropriated invest-
ments in Cuba were removed from the
position.

U.S. Direct Investment Position Abroad, 1950-79

By Area
Billion § {Ratio scale)

February 1081

Although year-to-year
make it diffieult to draw general con-
clusions concerning subperiods of 1950
79, there was some tendency for the
position to grow most rapidly during
1850-67, when large investments were
made in Canada and, during 1956-57,
in Venezuela. Growth tended to be
slowest during the late fifties and early
sixties, probably because of slow growth
in the world economy, as well as the
1960 disinvestment in Cuba.

After the midsixties, growth in the

position was fairly stable: the rates
ranged from 9 to 11 percent, except in

variations '

4 years—1973, 1975, 1978, and 1979—

when they ranged higher. The rapid
growth in these 4 years was in part a
consequence of three related factors
that characterized the seventies: (1)
high rates of worldwide inflation, (2)
sharp increases in petroleum prices, and

CHART 8

By Industry
Billion % (Aatio scale)
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i (8) Avating exchenpe rutes. Xn 1978,
1978, and 1979, the growth in the posi-
tion was sceounted for by reinvested

- enrnings of incorpornted foreipm affili-
ntes. In 1973 and 1979, dollar earnings

" vwera boosted by both rapid worldwide

» inflation and paiticularly shearp petro-
lenm price increases; in 1978, they wers

* boosted by depreciation of the U.S.

~ doller against several major foreigm

_ evorreneies. Int eash year, much of the

~ inerenss in earnings tended to be rein-

» vested by alflilistes, probally in part

, because of the need to fmance the re-
plecement of physicel aayats at costs ex-

+ peeding allowsnces  calenlnted under
historical cost acconnting. In 1974, the
ropid growth in tha position was se-
! sounted for by equity and intercompeny

+ sceount outflows, partly due to the re-

, versel of large inflows from petroleum
offilintes in 1974, This shift in equity

* and iniercompany eccotnt flows wos

» releted to shorp inerenses in petrelaum

, Pprices in 1073-T4.

>
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Growth in the Position, by
Component

During 1850-78, the patterns of
growth in the pesition, both by com-
ponent and by aren and industey,
varied. Table @ shows, for 1950-78, the
ihree components of the change in the
pogition in millisns of dollare and ag o
percent of the total changs.

In most years, the bwo largest com-
ponents of change in the position were
equity and intereompany eceound ont-
flows ond reinvested exmings of in-
corpornted foreign affiliates. Of these
two conponents, equity snd intercom-
pary acconnt outflows were larger in
17 of the 20 years in the peried—in 1950
ond 1956-71. Exeept for 1850, rein-
vested earnings were larger at the be-
ginning (1951-55} and end (1972-79)
of the peried.

A higher proportion of incorporsted
affiliates’ enrnings were reinvestad,
rathor than being remitted ¢to U.S.
parents, in the two periods when rein-

Table 1.=—U.3. Direck Inveytmant Fositlon Abroad, 1950 and 1979
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vested entnings wera Inrger than in the
period when equity and intercompany
aceount outflows were larger. During
1851-55, high rates of reinvestment ap-
pavently resulied mainly from the need
to Anonce the expansion of existing
affiliates; passive scenmulation of funds
because of restrictions on remittances
hy host governments was of secondery
importonce,

During 1672-%9, teies of reinvest-
ment were comparatively high partly
because, during much of the period,
foreign inflation and dollar deprecis-
fion agninst o number of foreign cur-
rencies mode it diffcalt for affiliates to
maintnin stocks of physical capitel
using only funds provided by allow-
ances based upon historical prices and
sxchange vates, Maintenance of these
stocks also required the reinvestment of
n portion of the affiliates’ earnings. Re-
investment for this purpose had not
been necessacy to the same extent in
enrlier peniods, when foreign inflntion
Tates were genorslly lower nnd foreign
exchange rates more stable.

The importance of reinvested earn-
ings as n component of change In the
position during 1972-T8 reflected not
only o refatively high rate of reinvest-
ment, but also extremely slow growth
in equity and intercompany account out-
flows, Absolute declines in outflows were
registeved in 5 of the § years in the pe-
ricd. This slow growth was partly at-
tributabla to sn incrense in seles, reln-
tive to purchases, of capital stock in
incovporated affiliates by .5, pacents.
Table 3 shows, for 188478, dato on TLE,
parents’ aequisitions and solas of stock
from or to foreigners other Ehan the
affiliate in which the investment wns
made—primazily unoffilinted foreign-
ers?’ (3uch datn are not avanilebls for
other years.)

_During 1963-72, cutflows o zequire
capital stock from unaffiliated foreign-
ers substantially exceeded inflows from
the sale of capital stock to unaffilinted
foreipners. For most of these years, a
mejor partion of ontflows for noquisi-
tions wos to acquire or add to invest-
ment in European manufacturing nffili-
ptes. Some of this investment was prob-

3. For 1078, the dnis ecver obly Eropaactons
«itl nnulilated Focelgiecs,
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ably a delayed response to the earlier
fermetion of the Euvopean Economic
Community, and some was probably en-
couragad by sn overvalued TS, doliar.
Both factors tended to incrensze the at-
tractiveness to 1.8, companies of direct
inveatment, relative to sxporting, as o
means of serving foreign markets.

In conteast, in 1972, outflows for ac-
fuisitions only slightly exceeded inflows
from sales, and in ench of the snocesd-
ing years sales exceeded acquisitions.
The axcoss of sales aver acquisitions was
particularly lerge in 1978 and 1478,
when several sizable snles occurred. The
motivations previously mentioned for
acquisitions of equity in foreign nffili-
ates had probably diminished by the
midseventies: U.8. companies had had
ampla time to adjust patéerns of trnde
and investment in response to the for-
mation of the Buropean Eeonamic Com-
munity, and incrensed flexibility of for-
aign exchanga rates and the substantéial
deprecintion of the .S, dellar probe-
blx had rednred the significance of per-

sietent exchange-market disequilibrium
as & factor in investment decisions, In
addition, motivetions for sales may
have increpsed, Reasons for some of the
larger salos included concern over Cana-
dien controls on petreloum exports;
host-government procurement policies
fovoring locally owned firme; concarn
over the ability of afilistes to compets
with mere highly integrated locolly
owned firms; the desirve ta raise funds
to fAnnnee domestic (1.3.) operations;
and pressures by host governments for
& greator degree of local ownership of
affitiates, particularly in the extractive
industries, In some instances, local own-
archip was increased through the sale

of affilintes to governments or govern-

ment enterprises.

Blow growth in equity and intercom-
pany account cutflows during 1972-T9
wa3 olso attributable Lo a tendeney for
afliliates to vely incressingly on forsign,
rather than U.5., funds to Anance their
operations. According to BEA's data
an sourees and uses of funds of foraign

y
nffilinteg for 1057-78 {the data for 1966 .
forward cover only majority-owned
sfiilintes}, this tendency first becams '
evident around 1998, when mendatory .
controle on U.S.-sourse financing of |
forcign affilistes were established. It °
apparently oconfinued evan after the «
aontrols were abolished in Jma-ry
1974, The controls appear to have had "
lagting effectz on foreign capital 4,
mnrlets, which grew and duﬂlupad
during the program years to meet in- ;
cresed demanda for foreigm-source -,
funde,

Finally, equity and intércompeny ac-
count outflows were dampened during *
1972-79 by a reduction in oulflows fo, |
or shift to inflows from, petrolsum af-
Aliates. 43 diseuseed in the next seotion, ¥ .
the patiern of outflows in patro]ﬂum
wag olosely associsted with changes in
crude o1l pricea, LR

Az noted above, valoation adjust-
mants—the third component of changa
in the position—inolude &l changes in - 1
the position not arising from the other ﬂi
two components, They primerily reflect
differences bebween transnctions values °

v

d. The tepduncr might heve beon wywi wtronger
bad theré pob keen A proviolon that permlited. OB,
parents tr Supply theie Tarelpn z@LAL with funds
In excews of progrom melllage by bormowing abramld %
and oalug the protesds to offmet thelr gxcems
BRontisE of adbiate, r

Table 3. —Avquitiong and Sales of Capltal
Ziook In Incerporated AffiHates From or |
to Foreignees Other Than Afhliste in
Whikh Investient Was Made, 196570
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on tha bovks of .3, povents, whick are
ysed ko record aquity and intercompany
account ontflows, and book volues on
the hooks of foreign affiliates, which are
usd io record changes in the position.
For esample, they include differances
between the proceeds from amd book
yalue of afffliates that ave s0ld or liqui-
dated ; differences betwesn the purchese
price and baok velue of affilintes that
are sequired by 1.5, parents; and write-
offs resulting from uncompenssted ex-
propriations of affiliates. Volnation ad-
justments mey also arise becanse of re-
claseifications of investmeants from (to)
direct investment to {from) portfolio
investment ; revisions mode in conjune-
tion with benchmarking, such as the
correction of ervors or chonges in clefini-
tion ; and revaluations of affilinte agsets.?
For individuel aress and industrics,
thay include recleesifications of invest-
ments between areag and industries.
Valuntion adjnstments were a rela-
tively small component of the change in
the position in most years shown in
tabla 2. However, they were guite large
in the benelmark years 1957 and 136,

o For 1A and 19790, the goins and ioseen arismg

- Yfrom mush rovaluetions are conslatently Meladed

-

s
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ne reinwepbed oncoinge oF Inecorporated adillatew o
oatlkr nnd  IntercoRipanY doeount ouffows e -
Inctrnoratsd afliate, athay thoo an waluation ad-
Justmenls, Eefors 1078, howerér, thess golor ond
Trsace, I known, woro inclueded Al SoldRtlon odjeat-
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and in 1560, whea the sxproprinted in-
vestments in Cube were removed from
the position; the adjustments wers
negetiva in all thres years, Relativaly
Inrge negative adjustments were also
made for 1962 rnd 1672; these adjust-
menls resulted from the reclassification
of severnl Conadion investments from
divect to portiolio investinent. The
larvgest positive adjustments were mrdoe
for 1978, when saversl affiliates were
sold for mors than their book value, and
when, partly as o byproduct of the 1977
benchmark survey, severnl previously
unreported nffilinies were included in
the position for the first time.

Area and Industry Patterns

Tables 1 wnd 4 show levels, percent-
age distribuiione, and average annual
vates of growth in the position by area
end industry. The percentags digiri-
bations and robes of prowth are inter-
relnted, The shere in the éotal of a given
area or industry will increase, remain
unchanged, or decline, respectivoly, de-
pending npan whether its growth rate
is above, equal to, or below that of the
total. Tor on area or industry whose
growth vata is above {below) that of the
total, the increase (declins) in its share
will be larger (1} the larger its initial
share, (2} the larger the difference be-
tween its growth rate and the growih
rate for che total, and (3) the longer the

43

peried over which growth is com-
pounded,®

At yearend 1940, the shares of the
position accounted for by nffilintes in
developed nnd developing countriss
were about the same—43 and 49 per-
gant, respectively, “International snd
unallocated,” which includes shipping
end certain other intermationsl opern-
tions, ncoounted for the remainder, In
both developed and developing coun-
tries, the nreas with the largest shares
were in the Western Hemisphere: in
developed countries, Cannda hod the
lavgesi shave (30 pertent) ; in develop-
ing conntries, Lotin Americo had the
larpest share (30 pevcent) {chart 9).

By yearend 1979, the geogrnphical
distribution of the position had changed
significantly, The share of the devel-
oped countries hod increased to T2 per-
cent, while that of the developing coun-
tries had declined to 2% percent. The
ghare of “international and unallocnted”
had increaseq slightly.

Furopesn affilistes largely accounted
for the increase in the share of the de-
veloped countries, As o result of fnster-
thon-average growih in nll three mojor
industries, the share of BEunrope in-
crensed from 16 parcent ai yearend

4. Mora praslealy, Iatilug r squal the growth saie
for the given aren of induatey, B aqual thet for the
tomnl, wmd t cqual the period over whlch growth Iy
compovoded. the chamga in the sharo of the glven
rkd of Indoetey 1% sqoet] to- the Eodtiod sbars mmitl-
plied bt [Lah {(F=DEh AT =1 b

Table 4.=~1.5. Direct lnvestment Position Abrowd, ¥earend 1950, 1957, 1964, and 1979, by Tnduoatey

————
. Amguné Disbribivcdon Areaps
- . AHFUEA] TBLG
o grawth,
" 1550 17 1] 1 g LOET i) I ﬁau-w
; Mifknos of dolkirs Teitwnt
' AlL Indimairiey. 11,788 a0 81,792 183, 6 o - ioe on T
L Eglrekam. . 3,300 B055 13, B8 A1, M3 n aa 2] - L
. -
- Monulssoring.. . 2,531 #,008 0 M B, Bz = - 1] B g
§ T Foom Eguuu,., i &3 28 1,771 T2 F] 3 3 ] L
v Chemlosk mnd silied Drednes - 5i2 135 P I8, 00 4 b 7 10 133
R Edndey md Bbrioated m —a— ———— o] M1 1,416 4, WL 3 4 3 2 [TXi]
i Machirs. e B———— & 1,856 5, 063 B4 7 T 0 % 1%a
P Mmm%emumm ............................................. £0 i 5, i3 n.i. 4 4 b na. L.
o T T e am e »7 Tal 1, The -4, 3 E] B . N,
TrASROTENMD NUIMMITIE. « o cevs oo ere somm e smmm e e s m i i ] BH .M L, 4 i & § | 1.4
ra  Dthar i ————— e Ll L LTE (vt w ] ] 2 nE
: Pﬁ?rnli _______ — b T LM LA, F] F 2 LS nA.
'JI Bubbor ared i, piiotics prod oets s [TF] A a1 B, 2 2 2 i nE.
r AR s - - ) 43 08 LEY H] S L na. LTS
b ndastmin, . e e e e 4, 40 B, 351 17,180 o, 63 o : -] 33 1 57
J g Minkgand imeiting..........._... s e— 113 4 ] 3, B3 .10 10 ¥ § 4 Y
7 Imnsportaiioh, commontevtion, and puble ntiifles. .o ] ! 1,338 143 D 4, W7 E ] i 2 &3
| T R 5 1. 083 {3 =, Tl & 7 B n IZ 1L
fis=  Wheleesh iiwdn, _ ) I, In& 34 TnB b 5 T LR na.
Foldl trada. e ETE] T 0.8, z ] & na- i
. Finirice T 1,001 4, 549 o 4 + 4 0 14 15E
W m L 154 -] B.ST T a ] L] a4
: . o m k. 5 3 1 A UL s
. oy i 1,734 . 2 ] ] A I
L
[




14

1950 to 42 percent at yeavend 1970, The
share of *other” Ill"'l.'l']!l'l'll"i]. countries—
Japan, Australia, New Zealand, and
South Africa—rose from H percent to
8 percent, Partly offsetting was a de-
eline, from 3 pereent to 21 percent, in

the share of Canada: this decline
resilted from  slower-than-avernge

growth in manufacturing and “other”
industries,

Latin American affiliates lavgely ac-
counted for the decline in the share of
developing countries, The share of
Latin America declined from 38 pereent
to 19 percent becanse of slower-than-
average growth in  petrolenm  and
“other” industries. The share of “other”
developing countries also declined be-
canse of slow growth in petrolenm,

The industry distribution of the posi-
tion also changed significantly during
the period, At vearend 1950, 20 percent
of the position was in petroleum, 22
percent in manufacturing, and 30 per-
cent in “other” industries. At yearend
1979, 22 percent of the position was in
petrolenm. 43 pereent in manufacturing,
and 35 percent in “other™ industries.
Investiments  in  manufacturing  had
risen significantly—largely during the
sixties and early seventies—urelative to
petrolenm investments,

SURVEY OF CURRENT BUSINESS

These changes 1 area and industry
composition reflected changes in the rel-
ative advantages and disadvantages of
investing in various arveas and indus-
tries, They also reflected the facts that
the initial (18560) T.S. diveet investment
position in Eurepe, but not in Canada
and Latin Mderiea, had been lowered by
the destruction of 17,5, investments dur-
g World War I and that the position
in Europe in later vears was raised by
the replacement of these investinents,

Before 1950, 178, direct investment
abrowd tended to be wade close to home,
in part becanse expensive and ineflicient
fransportation  and  ecomumunication
made it difficult to operate enterprises
from great distances, Canada, in paor-
tirnlar, was viewed by TS, direct in-
vestors as an extension of the domestic
market, In addition, it was a location
from which manufactured goods could
bee exported on preferential terins to
meinbers of the British Commonwealth.
Pre-1950 investments also tended to be
concentrated in public utilities, agricul-
ture, and industries related to natural
resources—sich as mining and petro-
lenm—from which it would be diffienlt
to derive benefits through other means,
anch as by exporting, The agricultural
and natural resourees investments were
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made primarily to serve United States,
rather than foreign, markets,

Many of the U.S, direct investments
in Europe that had been made before
World War 11 were destroyed during
the war and had not been replaced by
1950, Incentives to replace these invest-
mients, and to make new ones, were weak
until economic reconstruction was more
complete and currency convertibility.
which had been suspended during the
War, began to be restored, Reconstruc-
tion provided lnrger markets—with as-
socinted cconomies of seale—for goods
produced by foreign afliliates, and the
ceonomic  infrastrocture needed  for
efficient  production and  distribution,
Moves towards currency convertibility
ensured ULS. direet investors that in-

come from, and capital invested in, for-

cign aflilintes conld be largely or wholly
repatrinted. Incentives to invest in Eu-
rope were further strengthened by the
secular decline in the cost, and improve-
ments in the quality, of long-distance
transportation and communication fa-
cilities, and by the integration of sev-
eral major economies into the European
Eeonomie Connmunity.

Beeause Clanada and Latin America
were more nearly “saturated” with 1.5,
investments in 1950 than was Europe,

e e
Distribution of U.S. Direct Investment Position Abroad, 1950-79
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in part beconse T.8. investments in
these areas had not been destroyed dur-
¥ ing the War, there was less immedinte
potential for subseguent growth and
development of U.5. investments in
* thess nreas. Moreover, Chanada ond
Latin Amerien hind initial concentra-
tions of 1.5 imvestments in indus-
" tries—anch a8 public utilities and thoge
, elated to natural resonrees-—in which
the issma of forsign control became espa-
1 einlly sensitive. LS. direet investors
b
!

]

ntade a number of snbstantind isinvest-
ments in these indvstries during
1950-T4%.

Petrolenm
« At yearend 1950, the position in pe-
troleum was $5.4 billion. From then
nntil 1274, it grew at an average annunl
4~ rate of 1.0 percent; nt yearend 1979, it
wing $41.6 hillion, Feowth rates in pa-
ticnlur venrs varied widely, vanging
t« from a 14-poereent decline in 1974 to o 26-
pereent increase in 166,
The positinn in pateolenm Frew nt an-
v nai rates of 127 percent in developed
eountries, 4.2 percent in developing
" conntrier, and €4 percent in *interna-
tionnl and wunnMoentxl.”? In daveloped
N canniries, the position grow ab annoai
 rotes of 112 percent in Canada, 15.9
s+ percent in Europe, snd 124 percent in
. “miher” developed conuntries. In devel-
¢ oping eonntries, the position graw at
& d4-percent vnte in Latin America and
J-. Af-peresnt rote in *other” develnping
1* countries,
» In fenodaz, growth was most rapid
;ﬂ during 1950-57—nt an average anmial
. rate of 27.1 percent, compared with 7.4
¥ pereent during 185679, The position
‘%* grew move 1apidly in cach of the yenrs
. 10%0=56 than m any subsequent year.
¢ Investments uring 1960-58 ware
._i_ largeiy accounted for by equity and in-
1 tercompany aecount ootflows, whish
financed petroleum exploration and de-
s velopment, partienlarly in Wostern
1 Canada, and constrastion of pipelines
,; and refinories. As projects in Canade

+

E)

were completed duving 1958-88, growth
slowed to an annwal vate of about 14
pereent, nidl then dropped to 4.9 percent
during 1958-69, DBoeeause snbatantial
development had alrendy taken place
earlicr, and beenuse world petrolevm
& sipplios were nmple, farther major de-

A
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velopment wins discournged in the latter
perind.

Tho growth rate incrensed to 9.0 per-
eont. during 1968-79, entirely because
of growth in rveinveated emnings In
captingt to enrlier periods, equity and
intercompany 2ecotnnt inflows were
registered for 1970-T9 ag n whole, and
Tor 8 of the 10 years in the period. The
inflowa reflected twn factors-—(1) a
shift, affeeting at lesst the years
throngh 1978, in the souvees of ffilintes’
external finnncing from funds from
11.8. porents to foreign-source (i,
non-U0.8) {funds, snd (2) snles of
affiliates by U.8. parents in 1976 and
1978, Data for o sample of majority-
ownhed foreign affiliates showed that
duving 1972-T6, over 98 percent of
affilintes’ total external funds were from
foreipgn sources: thie waz np sharply
Trom 80 percent durinr 1966-71.7 { Alan,
the proportion of external funds ae-
countadd for by foreign-source funds
was higher in each of the years 1972-78
thon in any of the years 1066-71.)

The salez of nfflintes in 1976 and 1978
reflected, in alddifion to the partienlar
objeetives of individual eompanies,
heightened Canadinn interest in in-
creasing domestic ownarship and eon-
tral of natuynl vesouree industries, snd
nssociated tnx and regnlatory policies—
ingluding export cantrola,

In Eurepe, the averaxe ansnal rate
of growth in the position in petroleum
wns 138 ercent during 1850-70.
Growth rates in nclividual yenxs ranged
from £ pevcent in 1952 to 30 pereout in
1956, For 1950-T0 ns o whele, an ex-
ceptionally high proportion of grewth
was financed by equity and intercom-
pany aceount ontflows. Tith the natable
exception of 1979, reinvesteld enrnings
tended to be nuite low: forr most of the
sixtias, they were actunlly negative. Low
ar negative reinveated exrnings veflected
corporate earnings thot were low or neg-
etive due te irtercompany prising peac-
tiees: emrnings wers shifted from in-
covpornted refining nod mavketing affil-
intes in cil-inporting aveas, primarily

T. T4s May Mantgl, "Sourcey and Taey af Fonde
of Mujordty-Drene Forelgn Afilnges of T.H. Compn-
nled, TOTH=T6," T.5 Dennrnent of Commerse, B
rentt nf Meonomte Aonlyxie Biaff Prpar Ne. 33
13 ay iT0}.
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Eorope, to erwde-cii-producing affilintes
in oil-oxpmting arvess, primarily the
Middle East, Tax consideratinns, soine
ar a1l of which ceased to apply toward
the Inte seventies, were fhe primary
fictors.

In addition to 1056, years in which
growth i Envope was partieitlarly rap-
id wore 1031 {20 peveent) , 1057 (27 per-
cent), 1080 {21 percent), 1741 {22 per-
cent), 1973 (24 peveent), and 1979 (22
peveent}, In all these years, exceopt 1978
and 19740, major sxpansionz in vefinery
enpncity or development of distribution
systems oecurred. The Inegest meranses
in the position tonded te be in the
United Kingdom, which, throngheut
1950-79, accounted for n lavger share
of the position in petroleitn than any
other Envopean country.

Ir 1973, rapid grewth in tho position
was attributable te sharp increases in
ernde oil prices. which resnlted in in-
creases in Envopean niflintes? indelted -
ness to their U.5, porvents for oil the
rarents had porciasad in erude-gil-pro-
ducing countries, peimnrily in the Mid-
le East, and then resold to the Euro-
pean afilintes. The increases in indebt-
eriness reflected both the higher value of
tranznetions ngsociated with the higher
prices and a tewporary lengthening of
credit tering by TS, parents on sales
to their affiiates.

These same factors contributed to
growth in 1974, when n secomd round
of sharp increases in ernde oil prices
accuvred. However, growth in 1974 was
moderntedd by & transfer to newly
formed Latin Americon finnmee offili-
ates of acconnts receivable due .8 par-
ents from their Burvepenn petrolenm
alfilintes; the transfer eaused the pov-
tirn of the TN.S. direet investment
position vepresented |y these receivables
to be shifted, by menns of offssiting
arquity and inferemnpany acconnt fows,
fiom Furope {in petrelenm) to Latin
America {in finpnce nrd insarance),

In 1978, crude oil prices stabilized,
and effilintes weve able to repay some of
the debt they had ineureed in 1978 and
3197L However, growth in the positien
in 1975 slowed only slightly from 2974
lecanse of a sizable incrense in ovitflows
to tha United Kingdom. The inerense in
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cutflows largaly financed sharply higher
spending, to a substantin]l extent m-
duced by higher erudse oil prices, for
North Ses exploretion and develop-
ment. Quiflows to Gnance such spend-
ing continued to be an imporinnt sonres
of growth for the remninder of the
period.

In 1879, rapid growth in the position
was attributoble to a sharp increase in
reinvested esamings, which, in turn, was
due t¢ increnses in both corporate earn-
ings and the vate of reinvestiment. The
incrense in emmnings largely reflected
mereased profit mavgins of refining nffil-
Intes ; marging vose as prices of refined
produets were bid np considerably above
OPEC-sel crude oil contract prices, in
regponse to growing uncertainties about
the futme price ond availability of
erude oil. The reinvestmeni rate in-
crensed o belp finence these affiliates’
accumulation of inventories as a Liedge
agninet further price ineveases and pos-
sibly supply disyeptions.

In Latin America, the average annual
rete of prowth in the position was 4.4
percent. Growth ccewmred mainly due-
ing the fifties and esrly sixties: from
195061, the position grew almast 16
percent per year; from 1861-79, it grew
1.2 percent per year,

Growth was pacticulsrly strong in 4
yenrs—1082, 1046, 1857, and 1961, In
ench year, it was concentrated in Vene-
zueln, which, until the midseventies, ac-
counted for n larger shore of the posi-
tion in petrolemn than sny other Latin
Americnn comtry, The most rapid
growth in the position in Latin Awerica
was in 1056 and 1857, when thers were
large equity and intercompany account
outflows to Venezucla to finance the ac-
quisition of petroleum concessions,
Growth in 1961 was mainly due to o
valuation adjustment, which reflected &
writeup in the beok value of the fized
asets of n large Venezuelon afiliste.

During 1861-19, growth was de-
pressed by two factors: (1) alarge (31.0
billion) nagative vnlnation adjustment
in 1966, assovinted with BEA bench-
marking, srd (2) a snbstantial decline,
over several years, in the position in
Venezueln, The growth in investments
that did ocowr during this period wos
outside Venezuela—primarily in re-
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fining affilintes loested on varmous At-
lantic and Cavibbean Isionds; most of
this growth teok place in the seventies.

The position in Veneznsla declined
from $24 billion at yearend 1961 to
$0.4 hillion at yearend 1979. Declines
wave registered in 14 of the 18 years.
One reason for the decline was that,
during much of the period, affiliates’
deprecintion and depletion charges
agrinst existing capital exceeded their
gross capital spending.® The axcess pro-
vided funds that could be transferred
to TS, perents as equity snd intercom-
peny account inflows withont impeiring
aflizte operations or requiving affiliates
to borvow ndditionel funds abroad. The
disinvestment in net fixed ossets, in
turn, may hove reflacted a combination
of political uncertainty and the avail-
shility of more alfractive investment
oppertunities ontside Venezuela, Polit-
ical uncerteinty was generated by
rising toxes; by the refusal of the gov-
crnment t0 grant new concessions to
forelgn-wwned companies; and by an-
nouncement of the intention to force
the retnrn of existing concessions {0 the
government well in advance of taleover
dates,

Insome individual years during 1861-
7%, thern were ndditionel reasons for the
declines in the position in Venezuela.
The decline in 1968 wos largely attribut-
able to BEA beachmarking, In 1973 and
1574, declines were ussociated with
shurp increeses in crude oil prices, which
inereased trade nccounts receivable thot
affilintes held against their U.5. parents
for oil the katter had purchased, but for
which paymeni had not been mads, Fi-
nally, the large decline in 1976 refloacted
vquity end intercompany aceount in-
Rows from compensation peid to 1.5,
parents by the Yenezuelan Government
for sffilinte assets it had notionalized,
{Following the nationalization of the
rsgets, some affilintes vemained in Vene-
zuela to purchose petroloum or to sell
technicel services.)

In “ether” developing countries,
where sflilintes were engaged primarily

& Thh wod evilevchd Ly date for o sampls of
majoriiy-owned adliatee For these affillates, de-
prepintlon ood deplation charpmy excecded oapital
wrending dnring B of the 11 yeaoy 96076 fur
whicli dutn mre avallabls; the eomulntlre diffecencs
o¥or the antlrs perlod wils wbout 255 Willon,
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in arude oil production snd, to B Jescer
extent, in the purchase of crnde oil frem

siate-owned enterprises, the position -

grew 3.0 percent per ysar. It grew an
ovorage of 7.7 pereent per year from
1060 to 1972, when it pealed at $44
billion, In 1973, it declined and, in 1974
78, wos netonlly negative It turned posi-

tive agoin in 1977 and, in 1979, renched -

$2.7 billion—siill considerably below
the 1978 peak,

Before 1973, funds supplied by 11.5.
parents to finnnee oil-produsing assets
largely determined the changs in the
pesition. Crude oil was produced by
affiliates with little divect participntion
by host governments or their enter-
prises, crude oil prices ware relatively
low, and noconnts receivable wors com-
poratively unimportant. The position
increased in every year from 10560 to
1979, except 1966, when o downwawd
adjustment was made as a result of
BEA benchmarking.

Beginning in 1878, the position in
“pther™ developing couniries was low-
ored or made negative by two relatad
developments, First, o fow host govern-
ments either nationalized the produsing
azsets of offlinfes, thus changing the
stotus of the affilintes to trade nnd serv-
ico companies, or purchased frnctionnl
equity Interests in the affilistes’ pro-
ducing newets, Compensstion or ofher
proceeds from these transactions gen-
erally were returned to the 15,5, parents,

theroby lowering their direct investment .

positions. Second, and probably more
importantly, crade oil prices rose sharp-

17; this incrensed trode accounts rocaiv- . ..

oble that the affiliatss held agninst theix
.S, parents or transferred to their par-
enta for collection,

The Incrense in receivables was luvg-
est in the Middle East, whera the posi-

tion shifted to o negotive value in 1673 ..

and remained negative for the rest of
the period. In 1572 and 1974, the effect

of incrensed prices appnrently waz re- -

inforced by o temporary extensioh of
credit terms that allowed ndditionsl
tima for the higher priced il to work
its way through the distribution systerm
before the receivables were required to

be settied. As prices stabilizsed, and cus- -

tomary credit terins were reinstated, the
position in “other™ developing conntries
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.ineressed somewhat, bul remained nega-
' tive until 1977 due to the higher level of
F''7eceivables msseciated with higher
1 . prices, In 1979, credik terms were short-
ened significantly, thus lowering the
Juvel of receivables and sharply increas-
#. +ing the position.
- Truring the years before 1878, the
Elgmg‘l‘lphiﬂ-l composition of tha posi-
ation within “other” developing coun-
" tries changed markedly, Until the mid-
" %iftius, over three-fourths of the posi-
. stion in these countries waa in Middle
. East countries other than Tran. The
“ghare of thess countries declined
«vsteadily for the remainder of the
. pericd—by 1672, it was only 15 per-
" eent—while the share of other areas,
#4most notably Africn, increased, By
3972, Africa aceountéd for nearly one-
*“hialf of the position in “other” develop-
+ing countries. Beginning in 1873, dis-
o fussion of the composition of the posi-
tion i3 mmplmnt.ed Ly the shifi to =
- magative position in the Middle East.
4+ - Throughout mast of 1950-TS, equity
“ and intercompany account outflows
A¢mware 4 much more important source of
change in the position in “other” de-
veloping conntries than wera reinvested
~tarnings of incorporated affitiates. The
{ Jmportsnee of the former primarily
; Toflectad the prevalance of unineorpo-
' Pated aflintes, whoss unremitted enrh-
Jngs ave included in eguity and inter-
’_ company pecount outflows, in ¢rode-oil-
= producing nreas. To o Tesser extent, it
) Teflocted p low rate of reinvestment by
incorpornied affiliates, oxeapt in 1975,
“*rhen temporary exchange restrictions
noansed postponement, to eaxly 1978, of n
 mujor dividend paymant by an afilinte
“$h the Far East. This increased both
- Xeinvested enrnings and the position in
1975, but. reduced them by an equiva-
' * Tent amount in 1976,

, Efmfmlurmg

w~ At yearend 1950, the pesition in
mﬂunfmt.unng msﬁ 8 billion ; nt yenr-
* énd 1979, it was $82.6 biltion, T]lenw;r
-4Bge epnual growth rate was 112 par-
uent, and growth for individual years
¥ fanged from 2 8-porcent inereacs in the
v 1957 BEA benchmark yeur ¢o a 18-
I;‘Pemmtimmmin 1973, when the posi-

P
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tion apperently was bocated by rTein-
vestment of inflation-induced inventory
profits, Throughout the period, the bulk
of the pozition was in developed coun-
tries; the share of these countries
ranged freen abowt three-fourths to
five-gixths of the total,

The position in manufacturing grew
at similar average annual rates in de-
veloped and davaloping countries—11.3
and 107 percent, respectively. In de-
veloped countries, the position grew at
annugzl rates of 8.3 percent in Canada,
14.0 pereant in Europe, and 13.9 percont
in “other” developed rountries. In de-
wveloping sountries, the Totes were 10,2
percent in Lotin America and 14.0 per-
cent in %other” devaloping countries.

Dute on the position in individuzl in-
dusiries within mannfacturing are
available for the benchmerk years 1850,
1957, wnd 1066, and for each yesr from
1867 forward, Data for 1950, 1957, 1966,
gnd 1979—the most recent year for
which dnis are availsble—are shown in
iabla 4. Of the indusiries shown sep-
arately, the positions in thres—chem-
icals, machinery, and t{ransportation
aquipment—grew mora rapidly from
1960 to 197% than the position in tatal
manvfacturing. The above-pvernge
growth in chemieals pnd machinery was
partly attributable (o investment in
spbindoetries, sueh 25 petrochemical
and eompuiar manufacturing, thet have
bean characterizad by high rotes of
toehmological innowation. At yearend
1879, the position in chemicals and
machinery seconmted for about one-half
of the position in manufasturing, com-
pared with z little over one-third at
yonrend 1950,

By aren, tha average annusl rate of
growth in manuiscturing was lowest in
anadn—38.3 perceit. The rates for Con-
ada in individool years vanged from & 8-
percent dealine in the BEA benchmark
year 18868 to w 15-percent imcrenss in
1952, when direct invastment copital
oniflows increaced sharply, partly to fi-
nance construction of hydreelsctric
power-generating and other facilities to
expand the produstive copocity of alu-
minum-menufacturing affiliates,

Throughout 195079, in the
peition in Canads tended o be financed
ont of reinvested enrnings. Equity and
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intercompany necount outfows excesded
reinveated earnings in only 4 years, and
in 2 of those years, the difference wns
glight. This pattern moy heve reflected
the fact that Caonadian affiliates are
older, on avernge, then affiliates else-
where, and over time have developed the
capacity to finance growth primerily
out of internally generated fonds.® The
relatively slow growth of investmenta
also may have reduced the needs of affli-
ates for large infusions of funds from
1.5, pareats,

In Zurope, the growth rate, al 1£.0
percent, was the highest among major
areas excepk “other” developing couvn-
tries, where the pogsition wns rouch
smaller, Europs has accounted for the
largest share of the position in monu-
facturing since 1984, when it surpossed
Connde. By yearend 1979, Europe’s
share wna nearly 50 percent.

Except for two yeonrs—1260 nnd
L97—growth in Eurepe ranged from
L0 to 19 pereent. ITn 1980, growth was
wnuzually ropid—2% percent—beaceuse
of o large equity and intercompany ace
count outflow to acquire additicnal agui-
ty in & United Kingdom automotive
affitiate. In 1975, growth was velatively
slow—8 percent—largely due to poor
bunsiness conditions. Earnings of incor-
povated affilintes fell in that year, thars-
by reducing the funds availnble for re-
investment. Moreovar, daiz for 3 snm-
ple of mnjority-owned foreign affilistes
indicate liquidation of inventories nnd,
to a much lesser extent, short-term ac-
counta receivable from persens other
than U.8, parents; this liquidation re-
duced the afliliates’ need for funds from
T.8. pacents {os well ns from other
sources).

0. Dain on mge of aflliote, weaedred by the
aumber of yeare 1Wat the T.8. parect owped the
glillats, are presentsd Ior n mample of ZorklEn
mninofactoring wifillates of U.5. =ooufmotoduog
parcate 1n L. A, Capa, Aroald Qlibert, awd Rchaal
Lillostedt, “The Rslatisosblp Betorson Age and
Buie of Retom ¢f Farelgn Monpfogturiog Adllates
o [.8. Mituinatoring Porenl Commanies,” STYEY
o7 Crerorr Brapvesd, Vol. BA (Logusk 1B78), B
8% table 3. The table shows that ip 1066 00 per-
pemt of the Comadien sfillates were nt IeAsk 10
yearm old, domphrsd with 40 percant of Butopeno
AMikales, 46 percaat of a@EUate I other developed
conmtrien, aod 42 persent ol slMoteg In dovcloplmg
caantries. The peroemtoge of toial oiillete ssmts
acocunied far Uy theee older aflliaten wie 858 Gor-
cent In Canada, somparal with about 70 persent o
the thre: remalning arcan (table 2 p 813,

1. Mamtcl, "Bourcen and Neea of Funds,™ p. AT



48

Within Europe, the geopraphical
composition of the pogition in manafac-
toring changed signifiennily during
195078, Tn 1980, 53 peveent of the posi-
tion was in the United Kingdom, 34 por-
cent in the 6 countries—Belgium,
France, Germnny, Italy, Luxembomrg,
and the Netherlands—that wers to com-
prise the oviginal Buropean Eeonomis
Community, and 8 percent in other Eu-
ropean conntries. The shaves of these
areas remainad about tha smne until the
mid-to-late fifties, when the share of the
Thited Eingdom began to decline and
that of the Emopenan Eeonomic Commu-
nity—which Leginning in 1987 became
lmowa as the Turopean Communities
{8)—began to rise; somewhat later, the
share of other Enropean countries also
hepan to tize.! These changes in compo-
sition continned with few interroptions
until nbout the midseventies, when the
composition apain stabilized. At venr-
en< 1573, 29 percent of the position was
in the United Kingdom, 55 percent in
the BEuropenn Communities (8), and 16
pereent in other European conntries,

Omne reason for the shift in distribm-
tion from the United Kingdom ta conn-
{ries in the Enrepean Communities {6)
was the creation of the Enropean Boo-
nomic Community in 1858 through the
Treaty of Rome, which had been signed
in the previous year, The major featnres
of the Compmunity were (1) the gradual
rednction in, and eventual elimination
of, barriers to movements of goods and
factors of production nmong member
conntries, and (23 the adoption of com-
men external tariffs. The mest impor-
tont festive, from the standpoing of di-
rect investment. was nrobably the elimi-
nntion of internal tariffe!? Some 1.5,
moanuincturers that had been serving
marlkets in the Compmmnity through

11, Phe ctintipe 14 termimelozy remlied from an
Aimindetrotire menger with ntber srgamiaiHons The
Enropman Tommunitlen {81 Indlndas, 0 additlon to
the & oriclhal memher cauntrlen of the Burepenn
Fconotole Conrenntty, the Heropann Atamie Ie-
ergr Community, tht Eitropesn Com! wad Stesl
[.'nmmnlil:s And the Beroporam Invesinont Bank

The vrganlzation boovme Koown e the IInpopean
Commutnities (D) In JOTR, when Denmar, Traland,
hud the Unlled Eloopdem iolned the (.‘qhmnliljeq.

1Z2. The cowmon txterna] AT mar Wave Bad an
effect on fovestmnlt In fndlvMuni sountess nhd
Induatriea Howerer, Iwenuae 1t wos tv be heged
o an averipe of previons tarli rates In bodividunk
nunqtriu Ite ovand)l offest an dlmt foreatmient in
NTIEIBAT.
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Tahbe Ea—almace Annual Eates of Growth
in IL5. DHrect Iovestmont DPosition ik
Enropeot Manufaoturing A0 lotes

[Foresnt]
Thked |Eoropabn
Totad) FKing- |Cormoiie| Dhher
[ Llea (M
Entire 19079 perod. .| 14.0 13 1% | L&
ﬂl.?ggnl::pﬁ:ﬂ CoIma- '
Lty 5 Frmalicn (1%
................... e 1.3 50 | BT
Tarioc)s il bowing
5yeam (105883 ... __.. 17,4 L5 2L1 | 3090
10 yoars (100804 . ... 0 1L3 L7 | 358
11 yoars (10EB=T9}. ..n.a .3 W1 2| d
Parvod folkrwing Unbtod
Kingdom ﬁﬁn‘
m
muuff#a“—m. JR 1 | L%} LL8 | 1h4

1.8, exports found it necessary to pro-
duce in the Commmnity in ovder to coni-
pets with loeal Arms in third-conatry
markets within the Community. Also,
to tha extent that the arrangenents ns-
socisted with the Community inereased
cconamic groweh and efficiency in the
menber countries, weneral market ¢x-
punsion moy hava create] ndditionnl
investment opportunities, Finally, the
ability to export duty free within the
Commnity raised the advantages to di-
rect investors of choosing member coun-
tries, rather than the United Kingdom
or cther outside countries, ns a Iocns of
production from which to serve Eurape
as & whole: ns n result, investiment was
probably diverted from nonmember to
member countriss,

Table § shows grewth in the position
in the United Kingdom, the Europenn
Communities (8}, and “other™ Eurcpe
in the entirs period 1950=79; the period
1060-58 before the Community’s forma-
tion; thres periods—1058-65, 1958-48,
and 1958-T9—follawing its formation :
and the peviod 197878, following the
United Kingdom's entry into the Com-
munities. The figures sugpest that the
formation of the Commmity stimu-
lated investment in the member eoun-
tries and diverted investment from the
Uniterl Kingdom. The pesition in the
Enropean Cominunities {8) grew more
rapidly in ench period fellowing for-
mation than it did before formation. In
contrast, growth in the United Iing-
dom wns move vapid than before the

i

Felrpary 1881 ‘

Community's formation only in the j
fivst period following formation, and

then only because of the previously *

mentioned transaction in 1860 involv-»)
ing an stomotive affiliate. The dif- ’
ferential in growth rates between the
United Kingdom and the Enmpeu.nﬂrf
Communities {8) narrowed consider- )
nbly during 1973-79, when the Tnited ™

Kingdem (nlang mth Denmark and--
Ireland) wos included in an expanded
f-member Evropean Communities,

Other Imctos alse may have con-—- -
tributed to the shift in distyibution,
Partly because of the absence of lan-
guage and cultnral bariers, lavge-seales
investment by U5, ditect investors had
been ehwnneled eavlier to the United
Kingdom than to continental Europe; .
thus, following o period of post=ar ver |
constraction, investment in the Thited
Kingdom had less potential for subse-- .
quent growth and development. Also,
ceoncimic growth after 1958 tended to
ba slower in the United Kingdom thant -
in the European Communities (8),
partly for veasons umeelated to the
Community’s formotion, This may have'
discouraged investment in the Thited
Kingdom relative to that in the Buvo-
pean Clommunities {(4). ~e

Growth in the position in mannfac-
toring in “other® European couniries
{table 5) incrensed sharply after 1087
nlthougl, from a relafively amall base.,
Contributing to the increase were evo-
pomic expansion in several countries in ¢
the nrea, increasing familiarity of U.8.. |
direet investors with the azen as o by-
product of investments elsewhere ife*
Furope, nnd, possibly, the formation of , ;
the Europeen Free Trade Association
{EFTA) in 1980, In addition, some o? -
the increase in 1966 represented o break. |
in series attributokle to BEA hm::h—
mark revisions.

The EFTA included six of the,.
ttother® Enrcpenn conntries, t.ogethur
with the United Kingdom. For severdl *
reasons, it probably had less importont,. .
effects om trade and investment than the
Furopesn Communities (8), First, by "'
providing only for the eventus] elimi-- |
nation of internal teriffs, but not iur
common external tariffs or mereased
mobility of factars of production, it !
ropresented n Tesser degree of integrn: ;

wa |
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§:tion. Second, with & population only
i about one-half that of the Kuropeen
* “Clommunities (6), it provided a much
¥+ smaller internal marizet. (Over one-half
1 pf the populstion within the EFTA
Y was, in tuen, sccounted for by the
f +United Kingdom.) Third, lenger dis-
.\, Jamees and other nntural barriers, such
" pabodies of water and mountain ranges,
X* provided grester obstacles to trade in
o jhe BEFTA than in the Europesn Corm-
* munittes (8). Finally, the EFTA'% con-
" *finued existence was threatened by the
o poasibility that some of its mambers
 would eventunlly leave it to join the
: "Ruopean Communilies, as the United
.y Jangdom and Denmark in frct did in
19758,
4% In %other™ developed eountrice, the
. 4 avernge annual Tate of growth was 14.0
“percent. Batezs in individual yeara
- *ranged from 29 percent in 1951 fo 4 par-
cogant in 1975, The rapid growth in 1851
wos Trom o very small (less than $0.2
' “billion) base. The slow growth in 1975
# . %es, 05 in the caze of Kurope, attribu-
 table to poor busineas conditions, Earn-
“ings of incorporated affilistes declined,
reducing the funds available for rein-
Jestment; nleo, liguidetion of inven-
tories nnd receivablos moderated nifili-
- «ates” need for equity and intercompany
1, Becount. ouiflows from T.8. parents.
During 1950-79, the share of the
Jirttother™ developed countries zocounted
for by Japan increased sharply, while
' the shares of the remaining countries de-
! 'ﬂliﬂj&? At yeorend 1850, 3 percent of the
sition. was in Japon, 83 percent in
Australia, § percent in New Zealand,
~3and 28 pervent in South Africs. At year-
4 2nd 1079, 40 percent, of the position was
In Japan, 48 percent in Anstralis, 2 per-
r. %ttt o New Zealond, and 12 peccent in
: jnut(h Adrica,

. The position in Japan grew very rap-
«-+1ly—at an average annunl rate of 24.3
 ereent—during 1950-79, and Japans

shere incrensed during almost all of the
reperiod.  {Corresponding declines in
. a3hores tended to be lnrgely in South

: Afvien Quring the fitties and enrly six-
~%ties, ond largely in Australia there-
~After) The growth in the position in Ja-
_ pan throughout most of the period re-
+ Hetted very mpid growth of the Japa-
+Re%e cconemy, Growth in the position

¥
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during 196366 may hove alse raflectad n
relaxation of exchonges restrictions,
while growth in subsequent years re-
flected several rounds of liberalization
of restrietions, beginning in 1967 and
continning through the midseventies, on
inward direct investment. Despita the
rapid prowth, the position in Japan hos
rernined small in relation to the size of
the Jopaness economy nnd the impor-
tance of its manufncturing sector, This
may reflect remaining resirictive eale-
ments of Japaness policies,

In Latin Amaviea, the position in
manufacturing grow ot an averags an-
nual rate of 10,2 pereent during 1950-T9.
Rates of chenge ranged irom a 28-per-
cent increase in 19081 te a I-percent
deeline in 1957, The 1957 decline wes en-
tirely dus to » break in saries from BEA
benchunarking. It wos concentrated in
two countries—Argenting and Brazil—
that had experemced extremely high
rates of inflation, accomponied by peri-
adic large deprecintions of their curren-
aiez pgoinst the V.S, dollar, Between
benehmark suiveys, the estimatad dollar
value of investment In affilintes’ net cur-
rent sssebs in these countrics that were
denominated in local correncies was not
adjusted downword to nllow for the de-
precistions. In the 1957 benchmark sur-
vey, however, the investments wers
ravalued nt the prevailing (lower} ox-
shango rotes, thas eliminating the over-
stntement that hod arisen in nonbench-
mark yenrs, Although in 1866—the next
benchmoelc year—Ehe position for Latin
Aserica a3 8 whole incressed, signifi-
sant dowmward vevisions were again
made for Argentina and Brazil, both of
which continued to experiomce high
rates of inflotion and currency deprecin-
tion,

1% In 1ETE, pew ryedes for tronsiaiing widinte
Buameial efatemcnia from forelgom cwrrenekes intg
0.8 dollirs went lite ofet (o0 Flndoodnl Ae-
tountleg Ftapdards Bannd Statenieat Ho, 8. Dwder
these rules, when cxebaongn oibe chonges reduce
(Inerooav) the dollir valus of ortaln apecifed al-
amergleet jiemy Snclwding net current nmcts, thak
are desominnbed jo jpeal eureencés, income 19 wise
bedniead (lodreassd) ; the poeltlon 12 efeafed on
an ongping bowe through coduetions (Incroneced Io
reliceated sprplngs of ioeorported offllatea nnd
cqulty ood lotersompany marcuct vntfows to un-
loeoyporated mENn ey, This fo aooenclimari Foees,
ovoratatement of additlons to the positlon o coun-

tHés moeh a8 Argentisn and Broald shoudd be
largely clloiluated In cabimates for 107G forwerd,

49

Much of TI.S. direct investment in
Latin Americen manuidnctoring indvs-
tries probably was underiaken in
response to numeroug restrictions on
foreign trade nnd foreigm exchange
franzactions in saversl of the Inrger
countries, Thess restrictions were de-
signed to induee the substitution of do-
meatic produstion for imports, and they
inereased the profitebility of serving
markets in ihess countries through di-
vect investment, rather than through ex-
ports. Automobile mannfacturing ffili-
nies, for axample, wors estnhlished in
several of the larger countries, even
though eeonomies of scale might have
heen exploited more effectivaly throngh
more centralized production within
Latit America or through exports from
the TUnited States.

Throughout 1950-79, the position in
Latin Americn waz soncentiated in four

(‘rext contloosd oo page G4}
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of tha larger countries—Argentina,
Brogil, Venczuely, and Mexieo—which
together nccounted for from 76 to 86
percent of the position. For slmost all
of the peried, the position was largest
in Bragil and Mexico. At yearend 1078,
these two countries together nccounted
for 63 peccent of the position.

Tha position in  wanuinctering
tended to grow foster during tha sixties
and seventies thon during the fifties.
This quickening of growth eningided
with the formation of two regienal
groupings—the Latin Amerienn Free
Trade Avrea and the Centrs] American
Common Morket. Flowaver, judging
from the extremely Ligh proportion of
offlinto srles that were local {ie., with-
in ench afiilinte’s own country of loca-
tion}, the growth in the position prob-
ably did not reflect TS, direct inves-
tors' efforts to gain prefarential accoss
to third-connty markets within the
groupings.'* Instead, it wns probobly
more due to increasing rotes of eco-
nomie prowth and shifts toward manu-
facturing in the compasition of output
in the larger countries. This was par-
ticularly true in DBrazil, wheve, begin-
ning in zhout 1964, major changes in
various internal policies resulted in
vary Tapid economic growth thal con-
tinued through the early seventies.

The 14.0-parcent average annunl raée
of growth ia the position in “sdher™ de-
veloping countries was the highest
among the five mojor arens, Despite this
rapid growth snd the area's Iarge num-
ber of countries, some of which hnd =iz-
able populations, the position in this
area remained the smallast among the
major arens thronghout 1950-79. Tha
small position reflected these countries’
generally low per capits incomes nnd
correspendingly smoll markets for
gouds likely 6o be produced by lorge,
technologically sophistiented mmeltina.

4. OF toinl mis by maderity-vwoed Latin Amar-
ican manuloctoring afllintes In 1970, the monk ye-
ceat year [0 which Jito mre wvoliakle, B4 percent
wirg loenl, whbils only 4 pefoont were exporke ta
coontries other thon the TUslled States. (In can-
trawt. Mo the Eorepeno Communities (fF), o mp-
oldeaptly smaller fractlon of coles—89 peroEmbt—
wae locel, apd o wignléeanily lorger fraction—20
Pirtent —omg eagperte 1o coomirlen piher than the
Unitel Aftes.) See Willlam K. Chong, “Gsler by

» MoJority-Oowned Porelgn AGlates of 0.3, Com-
panles, 1074," EomvEr, Tol, B8 {Mwrch 1878), p. A0,
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tional corporstions. It also reflected
political uncertainty, and Inngoage and
cultural barriers 1o investment. Changes
in the position in individusl yoors were
erratic, particularly in the early part of
the period.

Througheut 1980-78, the pesition in
manufocturing i “other” developing
couniries was highly concentrated in
Asgion and Pacific countries outside the
Middle Fast; thess couniries® shave of
the total ranged from 73 to 88 percent.
Among these countries, however, the
geographicnl composition of the posi-
tion changed significantly. During the
fifties, the Philippines, Indis, and Indo-
nisia together accounted for roughly a
83-percent share, During the sixties and
goventieg, this share declined, dus to
rapid growth in investment in other
Asian and Prcific couniries outsida the
Middle Kast, and by yearend 1979, it
hisd fallen to nbout 85 pewvcant. Invest-
ment in ths other countries—such as
Singapore, Hong Kong, Koren, and
Toiwan—grew ropidiy, partly as o re-
puit of policies 0 promote the manz-
foctore, by both foreirn and domestie
investors, of lnbor-infensive products
for axport.

Ocher industries

At wenrend 1950, the position in
Yother” industries wns $4.8 hillion.
From 1950 ¢ 1974, the position grew at
an avernge annusd rete of 9.7 percent,
and ot yenrend 1979 was $67.6 billion.
Growth in individual yenrs ranged from
2 patrent in 1960, when the exproprictad
investments in Cubn were removed from
the pasition, to 17 percent. in 1974, when
the previpusly mentioned Lefin Ameri-
ean finance affilintes of 17.8. petrolenm
companies wore established,

Rates of growth in the pogition in
“ather” industries varied eonsidernbly
anong areas, In developed countries,
the growth rate waz 11.3 parcent por
yenr; in developing conntries, 7.9 per-
cent; and in “intemationsl and unallo-
cuted,” 13.2 percent. Among developed
countrics, the growth vate was 83 per-
cent in Canada, 15.0 percent in Europe,
and 14.3 peresnt in “other” daveloped
sountries. Among developing counriies,
it wos 7.3 percent in Letin America angd

I
11.5 poreent in *other” developing coun- i

Rates of growth in the position nled™
varied considerchly among industyies 5,
within “other™ industriea, The pamt:t-:m |
in Anance ond insurance {which con”
gisted ptimarily of investment in finance,, |
alfiliates) and in trede {which consisted .
primorily of investments in wholesale J
teade affilintes) grew significantly faster ,
than the position in all “other” indus.
tries combined. The position in mining'’ "
and smelting ; trongportation, gomomuni-, ;
cation, and public utilities; and all other
industries, including ngricnlture, grow |
significantly slower. The slower growth,
in thess industries portly reflected in- |
crensing pressures for teansportation
systems and public atilities to be oper-,
ated, and for exploitation of netural re-
sourees bo be conducted, by or with"!
incrensed participation of demestic, .
investors.

Throaghout 1950-79, the position in ™
“other” industries was concentrated ins-
three sareas—Canoda, Europe, snd Letin
America. At the bapinning of the pemoc],
the largest shores were accounted fox by-
Latin Americs and Canada. Subse-
quently, the shares of thess avess de-
clined, while the shore of Europe ine. -
creased. At yearend 1878, Eurape ]mﬂ .
the Iargest shere.

In Janada, the sverage nnnuel rate ol
growth was 8.3 percent. The rate ranged,
from o smoll negative rate N 1971 toa
positive 1¢ percent in 1952, The negative
1871 rate resulted from a sizable nega- N
tive valuation ndjustment thot reflected
the veclassiflastion, from direct to port-~
folio investment, of n publicty held offil-, .
ints in finance and insorance. The affili-
ate wag reclagsified becnuse the owner -
ship interest of U.8. investors had fallen, .
below the level used to define investment
in auch publicly held nffiliates at thet
tima {ses technical note). For the some, ..
veason, o negative adjustment was made
in 1m to reflect the reclassifieation of's” !
publicly held mining and emelting jﬂ’l’ill-;C »
nte; s & result, growth in the pesition in |
that year wos nnusually low—1 percent”
Other years in which the position grew,. .
relatively stowly were 1961 and 1977, In .
1081, 2ome investment in public ntilities:
waa reclassified from direct to portfolie >
investment. In 1977, slow growth wng .,

I,
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sJargely attributabls to net equity snd
-, intercompany account inflows from a
nuinber of finance affilintes.
| Rapid groseth in the position in Can-
| ada in 1952, and to & lesser extent in
" other yenrs in the enrly fiftics, reanlted
# +from Eiztble squity and intevcompany
i, peeount outflows to mining aflilintes. A
substantial portion of these ontflows fi-
}- nunced the development, of new iron-ore-
4 Jnining facilities,
*  Growth wos nlso relatively rapid in
* *1065 and 1966, when increases of 14 and
-3 15 percent, vespectively, wers regis-
tered. This portly reflecied n surge in
- *purchases by US. investors of securi-
. $ies issued by publicly held finmnee
" affilistes. These purchasas, in turn, prob-
! ‘ably yeflected the response of U8, in-
w¥estors to the Interest Equelization
" Tox, which had been in effect since
' *mid-1848 and which provided a tox ex-
oomption for ioterest received Irom
Conadinn sonrces. The exemption en-
' *conreged 17.S. investors to subsiztute se-
p eurities issued by Cavadian companies
~ for secwrities issued by companies in
“"other developed countries; interest re-
caipts from the Jatier countries ware
subject to the tax.
™" In Eurgpe, the 15.0-porcent growth
. rate in the position in “other” indus-
-, bries wag the avernge of rntes in indi-
" ¥idual years ranging from 6 percent in
++1892 nnd 1088 to 31 percent in the BEA
X Eenr:shmm*]c yveor 1966, The low 1952 rate
“Wwes  consistent with generally low
~growth 1ates in the early fifties. The
low rate in 1968—the first year of man-
7&!11-01'} direet Investment controls—
-3may have been due to o substitution by
_ofiiliates of funds borrowed from for-
eign sources for funds from T1.5. per-
~ontd 25 n source of financing.™
The high 1988 rate primavily re-
ated & change in the method of classi-
-«fying the position by country and in-
dusbry  (see technical note). This
change resulted in an increase in the
~positin in finance and insurnnce in
Turope because of the inclusion of snb-
_ gtnntml investment in Evropean hold-
~ing sdmpanies through which 17.8. par-
_ente mndirectly ovned affilintes in other
arens or indusiries. The 1066 rate was
1G- Thla lo cuggasted by data tar majority-owned

F;;mlrn"umhtm In Muntel, “Soorces and Vses of
uTAN" P 40 ADd A1,

m
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the culmination of generally ropid
growth frem the late fifties thraugh the
midaixties. The averngs rate of growth
during 1958-85 was 21.0 peroend.

Tha position in “ather” industries in
Europe tended t0 he largest in trade
thromghant 1950-T9. The position in
trade mainly represented investiment in
wholesale trado affilintes that had been
oetablished to distribute goods pro-
duced by U.S, parents sand by their for-
eign marofucturing affiliates. The dis-
tribntion of goods produced by manu-
facturing sfiliates in the Eutopetn
Communities probably incresssd in im-
portance following the formation of the
European Economic Community ond
the associnted expansion of TLS, menn-
facturing investment.

Data on the position in finknce and
insurance are aveilable only for the
benchmark years 1950, 1087, and 10486,
and for 1967 forward. For 1950 and
from 1988 forwnrd, the position in
finance and instranca was larger than
the position in any industry ezcept
trade. Pert of the position in finsnce
and insurance represented investment
jn affilintes that wers established to
finance the operations of affiliates in
pther indnstries, such ns manvincturing
mnd trade; the position slse representad
investment in banking affilistes, ond—
starting in 1986—in holding companies.

In Latin Ameriag, the valagively low
growth  mte—T.2  percent—wns the
avarnge of very Jow rates in must years
before the carly seventies, offset by con-
giderably lLigher vates in subsequent
years, The position grew at on average
annuel rate of 4.2 parcent from 1950 to
1972, compared with 17.1 percent from
1972 to 10%%. In the carlier peviod, the
rate of growth in each year way lower
than in any year in the later period.

Tha relatively slow growth in the
epxlier period stemmed from an initial
concentration of the position in indus-
tries—such as agriculbnre, mining, and
public utilities—that wera returned, to
n substantial extent, to local ownership
during thnt period. In the case of agui-
aulture, elow growth mey also have re-
flected the seeular tendency for agricul-
ture o grow more slowly than other in-
dusiries #3  economic  development

progrosses,

5B

Tha position in Lotin Americs ncu-
ally declined in 2 years—138 percent in
1064, and 2 percent in the BEA bench-
mark yenr 1986, The decline in 1960
reflected the removal from the position
of about $0.7 million of expropriated in-
vestments in Cuba. These investments
wers primarily in agrieulture (mainly
zugnr} and publie utilities.

The lowest pogitive growth rates were
rerorded in 1962 and 1964—2 percent in
gnch cnse, In 1962, slow growth or slight
declines oceurred in several industries
Growth was zlow in 1984 primarily ho-
canse of a 19-pereent decling in trans-
portatioh, communiention, and public
utilities that, in tvim, reflected the eale
of an plectrio power utility to the Bragil-
tan Qovernment,1®

Reductions in the position in mining
and emelting in Chils significantly de-
pressed growth in the position in Latin
Amerien in 19889, 1972, and 1974, al-
thongh the effect was obseured by
growth in ather arens snd indusiries,
The reductions, which totaled abount £0.8
billion in the 3 years combined, reflected
the nationalizntion of T.5.-0wned Chil-
ann copper mines, The reductions wers
made throngh both equity and intercom-
pany secount inflows, which reflected
compencation received for the national-
ized properties, and waluation adjust-
ments, which refleeted disputed claima
that the T1.5. direct investors wrote off
or transferred to n TLS, Government in-
surknce ggoncy.

In the 197270 period, the finance and
insarance indnstry contributed most
significantly to the rclatively mpid
{17.1 percent) growth in the position in
Latin Amevien. The position in this in-
dustry grew at an avernge nnnuel rate
of more than 30 percent over the T-year
period. This vevy high growth te was
partly attributable to the previously
mentioned estnblishment, in 1974, of fi-
nance nffilintes of 11.8. petrolewm com-
panies, and to snbzequont expansion of
investment in these nffliates, Investiment
in other finance nffilintes including
banks anl kolding companies, also grew

16 The pracesla of 1he sils wors Tergelr interese-
learing notos whieh woeee Included In poritollz in-
vestment, Yaloetlen ndjuatmonte, rotber than Ual-
aice-pE-paymen s enpital Aows, were wsed b0 record

thin shanpe frem dicask Lnvosthient to pocifolla
inrveatrment,
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rapidly. Most of this investment was,
for tax veagons, loeated in the Carib-
benn ind in Panrme. Its expansion was
probably related, smong other factors,
to pxpansion of internationnl lending
activity during the period.

Technical Note
Benchmoark revisions

As noted I the text, estimates made
for o benchmorle yenr by linking sample
data to the previous benchmark smvey
generally difier from data collected in
tha new benchmark survey, hacpuse
movements in the samprle data do not
pexfectly veflect movements in the di-
rect investment universe. Table & com-
pares estimotes on the two bases for the
henchmaxle yenrs 1957 and 1965,

Clossification of position in Indirectly
ooned affilintes

Befors 1866, the positions in indi-
rectly owned nflilintes wers ¢lassified in
thess affilintes’ own coantries and indos-
tries. & portion of the position in the
directly owned offilinte through which
the TIL.E. parent owned a given indi-
rectly owned nffiliste was atiributed to
the indirectly owned offiliate and *allo-

” ko ite country and industry. After
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1266, tha pesition wos, with one excep-
tion, classified instend in the country
and industry of the directly owned aflil-
inte. The exception was that any direct
fransnetions, sweh 08 intarcompany
loans, of the 1.8, pavent with the indi-
rectly owned affiliate continved to be
clnssified in that affiliste’s own country
and industry. For 1966, the position wes
clasmified both ways for purposes of
comparison In this article, the ciassi.
fiention used for 1966 is the one de-
soribed for years after 1366,

Changes in definition of direct invest
menit

From 1080 to 1961, direct investment
was genarally defined in two ways: (1)
a8 ownership by a single U8, investor
{defined to include an assncinted proup
of investors} of at lenst 25 percent of
the voting intevest in a foreign business
enterpriee, o1 {2} ownership, by seversl
1.8, investors collectively, of at least 50
pereent of the voting interest in a pub-
licly held foreign business enterprise in
which ne one TLS. investor owned s
much &= 28 percent. In o few instances,
interests of slightly lees than 2& percent
wore includad where important moan-
agement relationships were known to be

1T. Bep ILE. IMrest Jaooaimeal Adrood: Fiool
froih

Fobruary 181y

associzted with the interesta. Beginning *
in 1863, nll cwoership interesta of 10-25.
percent wern ineloded in diveot invest-
ment. In 1970-71, the anly twe publicly
held affilinéus of any significance weors..
dropped from the direet investment
universe becanse the B50-percent cris
terion was no longer met. r

Measurement of position ot historieat
book valie ~

The position refiects 1.8, divect in- s
vestors” net claims on theic foreign af-
filiates in terms of historienl book
values, not in teyms of constant dol-
lars—probably the measmne of greatest
intarest for the annlysis of long-term
trends. This limits the significonce ihat L
can be attached to ntes of growth in
ahsolute terms, ov to small differences
in rates of gmwth nmong time periods, »
that may be atiributnkle to vm'mtmns
in rates of inflation or foreign exnlmnge
rates. Howevar, comparisons of rates of 4
growth among arens or industries dur-
ing a given period, or even among
reriodz, useally nppear to ba attribut- +
able more to gpecific economie, politienl,
o1 ather factors thon to rates of inflation
or foroign exchange rates. Where che
Iatter two fnetors do seem partientnrly
important, they have heen noted in the
toxk, (Rl




